BEFORE THE PUBLI C UTILITI ES COW SSI ON OF THE
STATE OF CALI FORNI A

In the Matter of the Application of )

SOUTHERN CALI FORNI A GAS COVPANY ) A.00-04-031
for Authority Pursuant to Public )
Uilities Code Section 851 to Sell )
its Storage Field in Mntebello, )
California )
(U 904 Q )
)

MOTI ON FOR ADOPTI ON OF SETTLEMENT

Pursuant to Rules 51 through 51.10 of the
Conmmi ssion’s Rules of Practice and Procedure, all parties
to A 00-04-031 hereby nove for Conm ssion adoption of the
attached Settlenment. Parties also request that time for
comment on the Settlenent be shortened to 14 days from
t oday.

A prehearing conference was held in this application
on COctober 30, 2000, at which tinme appearances of parties
were received. The persons entering appearances as
parties were Applicant Southern California Gas Conpany
(“SoCal Gas”), the Ofice of Ratepayer Advocates (“ORA"),
the Utility Reform Network (“TURN’), the Southern
California Generation Coalition (“SCGC"), and Sout hern
California Edi son Conpany (“SCE”). No other persons have
ent ered appearances as parties to the proceeding. The
attached Settl ement has been signed by all the parties to
the proceeding. It is, therefore, an “all-party” or
“uncontested” settlenment as defined in Rule 51 and as

those terns have been used by the Conm ssion in the



context of eval uating whether to adopt proposed
settlements. This nmotion is filed by all of the five

parties (“Parties”) to the proceeding, as |listed above.

Descri ption of the Settl enent

The following is a description and summry of the
Settlenment. The Parties refer the Comm ssion to the
attached full text of the Settlenment for all of its
provi sions and details.

Under the Settlenent, SoCal Gas will w thdraw as
qui ckly as possible as nuch of the gas in storage at the
West Montebello field as is econom cally feasible.

The approxi mately 3 Bcf of working gas in storage
will be included in the SoCal Gas gas procurenent
portfolio at book cost, using the normal “LIFO
accounti ng nmet hodol ogy for the core’s working gas. The
Gas Cost Incentive Mechanism (“GCIM) will not apply to
this volune of gas. SoCal Gas’ revenue requirenment for
average working gas inventory will also be adjusted to
reflect the sale of this gas using “LIFO accounting
nmet hodol ogy.

Cushion gas withdrawn will be sold on the open
market. At the outset, SoCal Gas will use futures
contracts, swaps, or simlar transactions to fix the
price in advance for up to 75% of the cushion gas that it
estimates will be recovered in the first two years, and
may enter into additional simlar transactions for |ater
gas recovery. Because the Settlenment gives SoCal Gas’
sharehol ders a financial incentive to maxi m ze net
benefits of the sale, decisions made by SoCal Gas in
fixing this price are not subject to reasonabl eness



review, except that any fees or conm ssions paid by
SoCal Gas shall be consistent with industry practice.

SoCal Gas will end gas recovery and sal vage and sel
its remaining property at the field when the val ue of
continuing to recover gas in storage is outweighed by the
esti mted value from sal vage and sal e of remaining
property. Approval of the Settlenent by the Comm ssion
constitutes Conm ssion authorization for sale of property
at that time wi thout the need for further Conm ssion
aut hori zati on.

Prior to sale of real property at the field,

SoCal Gas will conduct an environnmental review. Depending
on which option maxi m zes net benefits, it will either
remedi ate environnental conditions at the field prior to
sale or will sell the field “as is” with the purchaser

i ndemi fyi ng SoCal Gas for future environnment al
remedi ati on.

Net after-tax gain on sale of all property,

excl udi ng working gas, will be allocated 50% 50% bet ween
SoCal Gas sharehol ders and ratepayers. Inpacts on incone
tax expense in all years will also be allocated 50% 50%
The shareholder’s 50% wi Il not be subject to further

earni ngs sharing under PBR. Net after-tax gain is
cal cul ated by taking revenues associated with sal vage and
abandonnent (from sal e of cushion gas, sale of real
property at the field at conclusion of gas recovery, and
ot her m nor revenues) and subtracting the cost of
recovery of gas and sal vage.

The Settlement estimates the net present val ue of
the ratepayers’ 50% share of net after-tax gain to be

$14.2 mllion. This amunt will be anpbrtized as a credit



in rates over 12 nonths, beginning 60 days after the
Settlement is approved by the Comm ssion.

The recorded revenues and costs will be tracked,
with interest. In 2004, the Comm ssion can authorize an
interimadjustnment in rates for any difference between
the $14.2 mllion already credited in rates and what is
then estimated to be the recorded net after-tax gain.
After recovery of gas in storage is conpleted and the
remai ni ng property sold, the Comm ssion shall approve a
final accounting and true up any difference between that
anmount and reductions previously reflected in rates.

Rat epayer’s share of the gain on sale will be allocated
70% 30% bet ween core and noncore custoners.

The cost of ownership and operation of Montebello
currently included in SoCal Gas’ authorized margin wll be
renmoved fromrates effective 60 days after approval of
the Settlement. This amount is set at $14.103 million
per full year if the effective date is in 2001, and at
$14.275 mllion per full year if the effective date is
not until 2002. The anounts shall be prorated for any
part of the year remaining if the effective date is any
date other than January 1. This is a pernmanent reduction
in rates, not just for a 12-nonth period. This reduction
shal |l be all ocated between core and noncore custoner
cl asses according to the allocation of LRMC “scal ar”
bet ween those custonmer classes in the |ast SoCal Gas BCAP
deci si on (D. 00-04-060).

In summary, the Settlenment provides for a reduction

in rates 60 days after approval by approxi mately $28.1



mllion for 12 months!, with a continui ng permanent

reducti on thereafter in excess of $14 mlli on.

This is an all-party settl enent

Under Conmi ssion precedent? an all-party settlenent
will be given deference by the Conm ssion in terns of the
details of its provisions as long as the parties to the
settlenment are fairly reflective of the affected
interests, the provisions of the settlenent do not
contravene statute or prior Conm ssion decisions, the
settl ement conveys to the Comm ssion sufficient
information for the Conm ssion to discharge its future
regul atory obligations, and it addresses the mmjor issues
in the case. In this case, the parties are fairly
reflective of the affected interests: TURN represents
the interests of residential and other small custoners of
SoCal Gas; SCGC nmenbers are representative of SoCal Gas’
noncore custoners; SCE is representative of persons who
have a stake in the maintenance of a conpetitive gas and
electric market in California; and ORA represents the
interests of utility custonmers in general. Nothing in
this Settlement contravenes statute or prior Conm ssion
decisions. In particular, nothing in this Settlenent
will in any way nodify or contravene the Conm ssion’s
deci sion (D.00-09-034) approving a settlenent in the

i nvestigation concerning the accuracy of informtion

! Subject to true up later for the actual net after-tax gain on sale.
2 1nre San Diego Gas & Electric Conpany; D.92-12-019; 46 Cal PUC2d 538
at 550-551 (1992).




supplied in connection with SoCal Gas’ Montebell o gas
storage facility (1.99-04-022). The Settl enent,
especially in the detailed exenplary cal cul ati on shown in
its Appendix A, provides the Comm ssion with the
information needed to permt it to discharge its future
regul atory obligations, including application and

enf orcenent of the Settlenment. Finally, the Settl enent

resolves all issues in this application

This Settl ement neets all standards for approval of
even a contested settl| ement

Furthernore, the Parties submt that the Settlenent
al so neets the higher standard of review as stated in
Comm ssi on precedent and the Rules of Practice and
Procedure® for adoption of settlements that are contested.
This standard for review requires, with no particular
def erence as to the specific provisions of the proposed
settlenment, that the settlenment be reasonable in |ight of
t he whole record, consistent with |aw and prior
Conmi ssi on decisions, and in the public interest. The
Parties address bel ow how the Settlenment herein nmeets the

criteria for adoption of even contested settlenents.

1. The Settlenent is reasonable in |light of the
record as a whol e.

The Settlenment is reasonable in |ight of the whole
record. The instant application was filed on April 20,
2000, with supporting testinony from SoCal Gas i ncl uded.

Al t hough no other party has yet served testinmony in this



application, it is inportant to note that SoCal Gas fil ed
in January 1998 A.98-01-015, which covered exactly the
sane subject matter as the instant application. A 98-01-
015 was dism ssed by the Conm ssion without prejudice in
D. 99- 09- xxx, but only after full hearings and briefing
had been conpleted. SoCal Gas, ORA, SCE, and SCGC' served
prepared testinony in A 98-01-015 and w tnesses for

SoCal Gas, ORA, and SCE testified and were subject to
cross-examnm nation®>. The ALJ in this application has
incorporated in this record all exhibits received and al
transcripts in A 98-01-015. Thus, the Parties to the
Settl enment have al ready engaged in very substanti al

di scovery and analysis of the issues presented by this
appl i cati on.

Furthernore, the Settl enent adopts an approach for
the sale and sal vage of the West Montebello field that
was specifically identified and suggested by ORAin its
limted protest, in lieu of the approach proposed by
SoCal Gas. Thus, it represents the product of an analysis
of a party representing ratepayer interests, separate and
i ndependent of SoCal Gas’ anal ysi s.

The approach in the Settlenment of having SoCal Gas
wi t hdraw gas in storage and then sell it as part of a
sal vage and abandonnent process is al so nore consi stent
with usual utility practice, and is consistent with how
SoCal Gas sal vaged and abandoned its former storage field
in East Whittier.

5 1n Re Pacific Gas and El ectric Conpany (Di abl o Canyon); D.88-12-083;
30 Cal PUC2d 189 (1988); and Rule 51.1(e).

4 Of the Parties to A 00-04-031, only TURN did not participate in the
hearings in A 98-01-015, but it later participated by filing conments on
t he Proposed Decision dismssing that application.

5> Prepared testinony served by SCGC was not received in evidence for
procedural reasons. SCGC did file opening and reply briefs.




The Commi ssion also considers the risk, expense,
conpl exity, and duration of continuing litigation in
deci di ng whether a settlenment is reasonable in |ight of
the whole record. The Parties note that there was
litigation all the way through conplete briefing in the
prior Section 851 application, but that if this
Settlement is not adopted, the litigation of this the
present application may take a substantial additional
ampunt of time. While the litigation positions of the
parties differ as to the date at which the cost of
ownership and operation of the Montebello field should be
renmoved fromrates, delay caused by litigation of this
application in lieu of adoption of the Settlement coul d
delay significantly the date at which this reduction in
rates would occur. By contrast, adoption of the
Settlement will nmean that the reduction will occur just
sixty days after the effective date of the Comm ssion
deci si on approving the Settl enent.

Furthernore, as the Comm ssion is well aware, the
mar ket price of natural gas is at a very high level. The
mar ket price is reflected nonthly in rates of custoners,
including the vast majority of core custoners, who
purchase gas commodity from SoCal Gas. Al though no one
can be sure, parties hope current high market price
|l evels for gas will be tenporary. Wiile the reduction in
rates fromthis Settlenment (froman up-front credit for
estimted gain on sale and fromrenoval of the cost of
the field fromrates) is only a fraction of the increase
in the market price of gas, any rate relief that can be
achi eved now rather than |ater may have a particul ar

val ue to custoners.



Current high gas prices also argue for the sal vage
of the Montebello field as soon as possible. The parties
believe that gas prices are unlikely to remain at
current, abnormally high levels for long. Quick salvage,
rat her than eventual sale after lengthy litigation, wll
maxi m ze the benefits to ratepayers fromthe abandonment
of this storage field and its approxi mately 26 Bcf of

wor ki ng and cushi on gas.

2. The Settlenment is consistent with [ aw and
prior Comm ssion decisions

Parties believe that the Settlenment is fully
consistent with |Iaw and prior Comm ssion deci sions.

First, the Settlenment (see Section 3.1 and
especially 3.2) is designed to avoid nodifying or
conflicting in any way with the settlement as approved by
t he Comm ssion in D.00-09-034 of 1.99-04-022, the
investigation into the accuracy of information supplied
to the Conm ssion by SoCal Gas in connection with that
field. The renoval of the cost of the field in rates
provided in the present proposed Settlenent is in
addition to the prospective renoval fromrates as
required by Ordering Paragraph 5 of D.00-09-034 of the
cost of mneral rights the rescission of which fornmer
owners accept pursuant to D.00-09-034. The renoval of
m neral rights costs fromrates prescri bed by D. 00-09-034
wi Il proceed wi thout disturbance, in the sane anpbunt and
at the sane tinme as prescribed by D.00-09-034, if the
proposed Settlenment is adopted. Section 2.3 of the
proposed Settl ement provides for revenues received by
SoCal Gas for oil produced in association with gas
recovery to be credited towards the cal cul ati on of gain



on sale that is shared between ratepayers and
sharehol ders. However, those revenues are limted to oi
to which SoCal Gas owns the mneral rights at the tinme of
production. GO revenues with respect to any m nera
rights that are owned by others at the tinme of
producti on, including persons to whom m neral rights are
returned pursuant to D.00-09-034, will not be included in
rat emaki ng cal cul ati ons under the proposed Settlenment.
Wth respect to consistency with provisions of |aw,
the Parties believe that the provisions of the Settl enent
are all within the lawful discretion of the Conm ssion to
adopt .

3. The Settlenment is in the public interest.

The Comm ssion also considers as a critical elenent
whet her a settlenent is in the public interest.

The Comm ssion’s first consideration here should be
that this Settlement will reduce rates to custoners sixty
days after approval by $14.2 mllion for twelve nonths
(subject to subsequent true up or down for recorded
sal vage proceeds and costs), and permanently by an
addi ti onal amount of slightly over $14 mllion per year.
That is over $28 mllion in the first 12 nonths, and a
conti nui ng amount of nore than $14 mllion per year. As a
whol e, the Settlement will make gas custoners
significantly better off.

The specific provisions of the Settlenment are al so
in the public interest.

There is every reason to conclude that SoCal Gas does
not need to retain ownership and operation of the field
to provide just, reasonable, adequate and efficient

10



utility service. Wiile Edison and SCGC rai sed sone
concerns about this subject in 1998, SoCal Gas has now
operated three and a half years, since April of 1997,

wi t hout having cycled gas in or out of the field, and

t here have been no inpacts on quality of service to
custonmers. Even at recent high gas demand | evel s,
utilization of SoCal Gas’ storage inventory capacity is
wel | bel ow SoCal Gas’ inventory capacity w thout

Mont ebel | o, and use of wi thdrawal capacity has been well
bel ow SoCal Gas’ wi thdrawal capacity w thout Montebello.
Retenti on or sale of Montebello would have no inpact on
SDEE' s capacity to neet the maximum daily demand for gas
on SD&XE' s system Furthernore, SoCal Gas’ testinony
shows that if the capacity of the field were ever needed
in the future, it would be nore efficient to provide that
capacity fromadditions to the capacity of other existing
SoCal Gas fields. The inefficiency of continuing to

mai ntain the West Montebello field has only been
magni fi ed over recent periods by the substantial increase
in the market price of natural gas. The opportunity cost
to custonmers of SoCal Gas mmi ntaining Montebello is the
sum of the gain on sale of gas in storage and the cost of
the field in rates. As highlighted by ORA's limted
protest, the value of gas in storage is now nmuch
increased. The ratepayer share of the after-tax sal vage
gai n under the Settlenent would be an estimted $14.2
mllion.

The increase in gas prices has al so underm ned any
need or reason to require SoCal Gas to put the field up
for sale to the highest bidder, with no restriction on
the use to which the w nning bidder would put the field.
SoCal Gas proposed this approach in order to assure the

11



Comm ssion that its sale of the field was not designed to
prevent the field frombeing used in the future by a new
owner to provide storage services in conpetition with
SoCal Gas, if that was the highest and best use of the
field. However, the large increase in market price of
gas since 1998, and even since April of 2000, nekes it
very unlikely that a w nning bidder in a sealed bid
process woul d choose to use the field to offer gas
storage service to the public rather than to recover and
sell the cushion gas. Wth well over 25 Bcf of working
and recoverabl e cushion gas in the field, and gas prices
above $5.00 per ncf (over $100 mIlion before cost of
recovery), the highest value of the field to a bidder is
very likely to be for salvage, especially recovery and
sale of the gas in storage, not to use the field to
provi de conpetitive storage service.

Under this circunstance, the Settlement is in the
public interest in sinply proceeding as fast as possible
to have SoCal Gas sal vage the field, and recover and sell
the gas in storage, without a sealed bid process.
Furthernmore, the Settlenment’s approach of having SoCal Gas
performthe sal vage assures that the benefits to
rat epayers® will be based on the actual val ue received
fromrecovery and sale of the gas (and, eventually, other
property at the field). Under a sealed bid process, the
rat epayers woul d have benefited based on the highest
price bid (or SoCal Gas’ reserve price, if higher). Wile
SoCal Gas believes the sealed bid process it proposed to
be as effective as possible in being conpetitive and
maxi m zi ng anounts bid, there would al ways be uncertainty

as to whether any noney was “left on the table”. The

12



Settlenent will track and adjust rates for actual gas
sal e proceeds received by SoCal Gas.

The Settl enment provides for a 50/50 allocation of
net after-tax gain on sale between sharehol ders and
ratepayers. Parties enphasize that this Settlenment does
not establish any precedent with respect to this subject
or in any way bind the Conm ssion’s discretion in the
sale of other utility property with respect to this
i ssue. However, this outconme is within the range of
out cones of prior Comm ssion decisions on allocation of
gain on sale, and is reasonabl e under specific
circunstances here and in |light of the other terns of the
Settl enment.

The allocation of net after-tax gain to sharehol ders
under the Settlement provides an incentive to utility
managenent to bring forward between general rate
cases/ PBR cost-of-service proceedi ngs proposals that w |
provide significant reductions in rates to their
custoners. It also provides a powerful incentive for
SoCal Gas to operate in the future under terns of the
settlenment to maxim ze the proceeds from sal vage and to
m nimze the costs of salvage, which will be shared
equal | y between sharehol ders and rat epayers.

The tax effects of the allocation of gain on sale
(i ncluding so-called “Year 2" effects) are resolved in
the way nost favorable to ratepayers anong the options
that could reasonably be considered, and consistent with
the principles jointly recommended on this issue by ORA,
TURN and SoCal Gas in the pending application to sell sone
| ots at SoCal Gas’ Playa del Rey storage field in A 99-05-
029.

6 Subject to appropriate sharing with sharehol ders, as discussed bel ow.

13



Al so, under the Settlenent, the value of the working
gas in the field belongs to core ratepayers and will be
treated upon withdrawal as any other core working gas
fromany other field. G ven very high current market gas
prices, core custoners would be better off using this
wor ki ng gas to neet their needs this winter than
pur chasi ng an equi val ent anmount in the market. The
Parties urge the Comm ssion to act as fast as possible to
approve this Settlenent to allow core custonmers to
di spl ace purchases while current market prices are high.

The Settlenment is also in the public interest inits
treatnment of the renoval of the cost of ownership and
operation of Montebello fromcurrent rates. Sonme parties
had advocated renoval retroactive to September 16, 1999.°
SoCal Gas had argued that the terns of its Conm ssion-
approved PBR nechani sm do not require the adjustnment of
base margin for sale of property until the next PBR
cycle, which would be January 1, 2003, for SoCal Gas. The
Settlement resolves this issue by renoving this cost as
of 60 days after the approval of the Settlenent. This
will be approximately the time that SoCal Gas will need to
begin the salvage of the field s cushion gas.?® As with
al l ocation of gain on sale, this aspect of the Settl enent
is not intended as precedent or to bind the Comm ssion on
t he general issue of how ratemaki ng nmechani sms (i ncl uding
PBR) should apply to sale of property between PBR/ genera

rate cases.

” SoCal Gas’ actions/onissions at issue in |.99-04-022 cannot now be used
as a basis for such action per the D.00-09-034.

8 SoCal Gas cannot withdraw and sell cushion gas until the Conmi ssion
acts on this application. Per the Settlenent, the first gas w thdrawn
wi |l be considered working gas. SoCal Gas should be able to start
recovering cushion gas approxi mtely 60 days after approval of the

Settl enment.

14



The Settlenment’s 70/30 allocation between core and
noncore custoners of ratepayer gain-on-sale is reasonable
in light of the general allocation of storage costs
bet ween core and noncore custoners over the course of
several past BCAP decision cycles. The Settlenment’s
provi sion allocating authorized margin reducti on between
custonmer classes on the basis of the |ast BCAP' s cl ass
al l ocation of “scalar” costs is in the public interest
because that is how Montebello cost in rates today is

al | ocat ed between custoner cl asses.

Request to Shorten Tine for Filing Conments on

Settl| ement

Parties request that the Conm ssion shorten tinme to
conmment on this notion for adoption of Settlenment to 14
days (i.e., to Decenber 6, 2000), fromthe 30 days
normal |y provided under Rule 51.4.

Such a shortening of tinme is allowed under Rule
51.10, which provides that in proceedi ngs where al
parties join in the proposed settlenent (as is the case
here), a notion for waiver of the settlenent rules may be
filed. 1In this case, the Parties are only asking that
t he comment period be shortened to 14 days, not waived
entirely.

The reason for shortening time is that under the
terms of the Settlenment, the sooner it is approved, the
greater the benefits to ratepayers. This is the case
with respect to the renoval of the cost of Montebello
currently in rates. Also, Parties believe that if the
Settlenment is approved sooner rather than later, SoCal Gas

15



is likely to be able to fix a higher sales price for gas
it will withdraw from storage. Finally, the Settl enent
provides for a significant rate reduction 60 days after
approval, and it is desirable to have this reduction
avai | abl e when gas custoners are facing high market

prices for gas.

Concl usi on

| f any Conmm ssion deci sionnmakers wi sh to have any
further information relevant to the Conm ssion’s
consideration of the Settlenment, Parties would be pleased
to provide such information, as soon as is convenient to
the Comm ssion. Parties could provide this information
either at an oral hearing or in a witten filing (or
both), as the Comm ssion finds nost conveni ent and
expedi tious.

For the reasons stated above, the Parties urge the
Comm ssion to approve the attached Settl ement w thout
nodi fi cation and as soon as possi bl e.

Under si gned counsel for SoCal Gas represents that he
has been authorized by all parties |listed below to sign

and file this notion on their behal f.

Respectfully submtted,

Sout hern California Gas Conpany

O fice of Ratepayer Advocates

The Utility Reform Network

Sout hern California Generation Coalition
Sout hern California Edi son Conpany

November 22, 2000 By:
Gen J. Sullivan
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Attorney for
Sout hern California Gas Conpany

101 Ash Street

San Diego, California 94102
Tel: (619) 699-5162

Fax: (619) 699-5027

Email: gsullivan@enpra.com
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BEFORE THE PUBLI C UTILITI ES COW SSI ON OF THE
STATE OF CALI FORNI A

In the Matter of the Application of )

SOUTHERN CALI FORNI A GAS COVPANY ) A.00-04-031
for Authority Pursuant to Public )
Uilities Code Section 851 to Sell )
its Storage Field in Mntebello, )
California )
(U 904 Q )
)

SETTLEMENT AGREEMENT

Pursuant to Rules 51 through 51.10 of the
Commi ssion’s Rules of Practice and Procedure, the
under si gned parties (“Settlenent Parties”) hereby submt
this Settlenment Agreenent (“SA’) in settlenent of al
i ssues within the scope of this application and raised in
it.

Backgr ound

A. 00-04-031 was filed by Southern California Gas
Conmpany (“SoCal Gas”) on April 20, 2000. 1In this
application, SoCal Gas sought authorization fromthe
Conmmi ssi on pursuant to Public Utilities Code Section 851

to
sell its property at the West Montebell o’ gas storage
field. In its application, SoCal Gas proposed to sell the

® SoCal Gas has often referred this field as the “Mntebello” field
because it is the only gas storage field that SoCal Gas has in the City
of Montebello. However, the field technically is known as the “West



field, including all working gas and cushion gas in
storage, to the highest bidder in a sealed bid process.
SoCal Gas al so proposed to establish a confidenti al
reserve price and to sal vage and abandon the field itself
if no bid submtted exceeded the reserve price.

Inits limted protest filed May 30, 2000, ORA
suggested that the parties explore the alternative of
havi ng SoCal Gas i mmedi ately proceed to withdraw and sell
gas all its gas in storage that is feasible and econom c
to recover, and then to salvage its remaining property.

The signatories to this Settlenent have agreed to a
resol ution of the application consistent with the
suggestion made by ORA in its |imted protest.

The specific ternms of this Settlenment are as set
forth bel ow

4 Process for Sal vage and Sal e of West Montebello
Fi el d.

4.4 Recovery of Gas in Storage. SoCal Gas will not
i mmedi ately sell all of its property at the West
Mont ebel |l o gas storage field, including gas in storage.
Rat her, SoCal Gas will withdraw -- as quickly as possible
and econom cally reasonable -- all remining working gas
and cushion gas in storage at the West Montebello field.
Working gas will be w thdrawn and included in the
portfolio of gas supplies sold by SoCal Gas to its gas
procurenent custoners at tariffed rates, as described
further below. Cushion gas wthdrawn from storage w ||
be sold by SoCal Gas on the open market (such as to

mar ket ers of gas) at market price. Gas w thdrawn under

Mont ebel | 0” field, in distinction to the adjacent field known as the



this Settlement will be considered to be working gas
until such time as the amount of gas recovered exceeds

t he amount of working gas shown as stored in the field in
SoCal Gas’ records, at which point further w thdrawals

wi Il be considered all cushion gas.

1.2 Fixing in Advance the Price for Sale of Cushion
Gas Recovered. SoCal Gas shall use futures contracts,
swaps, financial derivatives, or simlar transactions, to
fix the price to be received fromthe recovery of a
substanti al percentage of the anmount of cushion gas that
SoCal Gas estimates it can recover fromthe West
Montebello field over tinme. Shortly after the Settlenent
takes effect, SoCal Gas shall enter into one or nore
transactions to fix the price of up to 75% of the
estimated cushion gas withdrawals in the first two years
of recovery. The details of these transactions, and
simlar transactions for |ater periods, are left to the
di scretion of SoCal Gas. Any fees, comm ssions, or
simlar costs (if any) that are consistent with industry
practice and incurred by SoCal Gas to engage in such
transactions will be treated for ratenmaking purposes in
the sanme way as costs of salvage as described below in
this settl ement.

As described in this Settl enent below, the
settlenment is designed to give SoCal Gas the sane
incentive for its shareholders as for its ratepayers to
maxi m ze the benefits of fixing in advance the price to
be received fromsale of cushion gas to be w thdrawn.
This Settlement intends this incentive to act in |ieu of

any after-the-fact reasonabl eness review of SoCal Gas’

“Mont ebel | 0" field.



decisions in fixing in advance the price to be received
for cushion gas. The deci sions, process, and assunptions
used by SoCal Gas to fix the price in advance of cushion
gas to be recovered shall not be subject to after-the-
fact reasonabl eness review by the Conmm ssion, including
(but not limted to) decisions as to the amount of
cushion gas that it estimates can be recovered, the rate
at which that amount of gas can be recovered over tine,
and the terns and conditions of the transactions it

enters into.

1.3 Salvage of Property after Recovery of Gas in
Storage. SoCal Gas will salvage its remaining property at
the field when the process of w thdrawal and sal e of gas
in storage at the field has reached a point that the
esti mated val ue of continued recovery of gas in storage
is outwei ghed by the estinmted value to be obtained from
sal vage of the remaining SoCal Gas property at the field.
“Sal vage” includes the retention by SoCal Gas of property
for use at other locations in providing utility service,
and the sale of any remining property, including real
property at the West Montebello field and gas remini ng
in storage that was not econom c for SoCal Gas to recover

Real property, any unrecovered cushion gas in
storage, and, at SoCal Gas’ discretion, any other SoCal Gas
property remaining at the West Montebello field will be
sold after the conclusion of recovery of econonically-
recoverable gas in storage. This property wll be sold
by SoCal Gas using a real estate broker.

10 provi ded that the Conmmission may revi ew whether any fees,
conmi ssions, or other costs that SoCal Gas incurs to fix the price of gas



Prior to the sale, SoCal Gas will conmplete a thorough
i nvestigation of all environnmental conditions at the
field. SoCal Gas will determ ne whether it will maxim ze

net proceeds fromthe sale for SoCal Gas to renedi ate any

to be sold are consistent with industry practice as a condition of
allowi ng them as a cost of sal vage.



envi ronnental conditions prior to sale, or to sell the
property “as is” (i.e., with the purchaser to i ndemify
SoCal Gas for the cost of any future environnental

remedi ation). SoCal Gas will choose whi chever option
maxi m zes the net proceeds fromthe sale, the benefits
fromwhich are to be shared equally between SoCal Gas
shar ehol ders and ratepayers pursuant to this Settl enment
as shown in Appendix A. Any renedi ation of environnent al
conditions by SoCal Gas prior to sale will be recorded as
a cost of salvage in the tracking account established
pursuant to this Settlenent and treated the same as al

ot her salvage costs. |If SoCal Gas sells the property “as
i s” but nmust bear the cost of environnental remediation
conducted after the sale notw thstanding i ndemification
by the purchaser'!, the cost of such remediation borne by
SoCal Gas woul d be subject to its Hazardous Substance Cost
Recovery Account, or whatever successor mechani sm or
process may be established by the Comm ssion in the
future.

Approval by the Conm ssion of this Settlenent shal
constitute authorization for SoCal Gas to sell its
remai ni ng property at the West Montebello field once
recovery of gas in storage reaches the point that the
val ue of continued recovery is estimated to be outwei ghed
by the value to be obtained from sal vage. SoCal Gas shal
not be required to file another application pursuant to
Public Utilities Code Section 851 to sell remaining
property at the West Montebello field upon concl usion of

its recovery of gas in storage.

1 The only situation that parties to this Settlement have been able to
identify at this tinme that could lead to this result would be the
i nsol vency of the purchaser.



5 Rat emaki ng Treatnent of Sale of Property at West
Mont ebel l o Field

2.1 Allocation of Gain on Sal e between Sharehol ders
and Rat epayers. There shall be an equal allocation
(i.e., a 50% 50% al | ocati on) between SoCal Gas
shar ehol ders and ratepayers of the net after-tax gain on
sal e and sal vage of all SoCal Gas property, excluding
wor king gas in storage, at the West Montebello field.

The equal allocation between SoCal Gas sharehol ders
and ratepayers of gain on sale shall include an equa
al l ocation of any effect on incone tax expense incurred
by SoCal Gas as a result of inpacts on rates caused by the
al l ocation of gain-on-sale pursuant to this Settlenent,
using the fornmula on SoCal Gas tariff sheet Cal.PUC Sheet
No. 30183-G (Section G 4. of Prelimnary Statenment Xl).
The effect shall include the so-called “Year 2” inpacts
on incone taxes, but because the ampbunt of gain to be
al l ocated under this Settlenent is to initially be based
on an estimate and | ater trued-up to recorded figures,
there may be tax effects in nore than two years.

The portion of gain-on-sale allocated to
shar ehol ders pursuant to this Settlenent shall not be
subject to the earnings sharing mechani smfor SoCal Gas
under base rate Performance Based Rat emaki ng adopted in
D. 97-07- 054, or any other mechani sm sharing earnings
bet ween sharehol ders and ratepayers that nay hereafter be
adopted by the Comm ssion.

2.2 Calculation of Net Gain on Sale to be All ocat ed

bet ween Sharehol ders and Rat epayers. Net gain on sale



shal | be cal cul ated using the proceeds from sal e by

SoCal Gas of cushion gas (including any cushion gas not
econom cally recoverabl e by SoCal Gas sold in place after
recovery efforts end), depreciable assets, and real
property at the West Montebello field. Fromthe proceeds
shall be subtracted the costs of recovery of gas in
storage, the net book value of property sold, and other
costs of abandonment and sal vage. The proceeds net of
costs shall be adjusted to reflect state and federal

i ncome taxes on the gain.

An exenpl ary cal cul ati on of the net gain-on-sale is
included as part of this Settlenent at Appendix A The
particul ar nunbers in that Appendix are intended to be
exenpl ary-only, but the nethodol ogy of cal cul ation
illustrated by the Appendix is intended to be a
substantive part of this Settlenment.

2.3 Crediting of Ratepayer Share of Estinmted Net
Gain on Sale, Subject to True-up to Recorded Net Gain on
Sale. Sixty (60) days after the effective date of a
Comm ssi on deci sion approving this Settlenment, SoCal Gas
shall reduce rates to ratepayers for one year to reflect
rat epayers’ 50% share of an estimate of a net after-tax
gai n-on-sal e of cushion gas and ot her SoCal Gas property
at the Montebello field, excluding working gas, of
$28, 400, 000. That is, rates shall be reduced for one
year by the anmount of $14,200,000. The reduction of
$14, 200,000 in rates is subject to a | ater adjustnment or
adjustnments in rates to reflect the amunt recorded in

t he tracki ng account described as follows: an interest-



bearing*® tracki ng account shall be established al so
effective 60 days after the effectiveness of the

Comm ssion’s order approving this Settlenment to track any
di fference between $14, 200,000 and the ratepayer’s share
of the recorded net after-tax gain on sale, to be

cal cul at ed usi ng the net hodol ogy shown in Appendi x A.

The tracking account shall include as a credit any
revenues fromoil produced on and after the establishnment
of the account in association with the recovery of gas in
storage fromthe field. This credit shall include
revenues only fromthe production of oil under rights
owned by SoCal Gas at the tine oil is produced.

ORA will review and audit on an on-going basis the
entries in this tracking account. ORA shall conplete a
review and audit of the tracking account by year-end
2003. Any party to A 00-04-031 may seek to have the
Comm ssion adjust rates in 2004 to anortize the bal ance
in the tracking account as of the end of the period (not
| ater than year-end 2003) reviewed and audited by ORA.
The Comm ssion shall have discretion as to whether or not
to make an adjustnent at that tinme or to defer an
adjustnment to a later tine. At such tinme as SoCal Gas has
conpl eted sal vage of the field, ORA will conplete a final
review and audit of the tracking account and the anpunt
in the account shall then be anortized in rates.

Nothing in this Settlenment precludes any other
Comm ssi on enpl oyee or other person from access granted
by law to the books and records of SoCal Gas, including
those related to entries in this tracking account.

12 At the three-nmonth commercial paper rate as reported by the Federal
Reserve.



2.4 Allocation of Ratepayer Share of Gain on Sal e
bet ween Custoner Classes. This reduction of $14, 200, 000,
and subsequent adjustnments to true up to recorded
i nformation, shall be allocated between custoner cl asses
on the basis of 70%to core custonmers and 30% to noncore
custoners. Allocation within these two custonmer classes
shall be on an equal cents per therm basis, excluding

noncore custonmers with fixed price contracts.

2.5 Ratemaking Treatnent of Working Gas Recovered.
Al'l working gas in the West Montebello field will be
wi t hdrawn by SoCal Gas and i ncluded as recovered in the
portfolio of gas supplies sold by SoCal Gas to its gas
procurenent custoners at tariffed rates. The cost of the
wor ki ng gas recovered will be reflected in the
cal cul ati on of SoCal Gas’ tariffed gas procurenent rate
based on the “LI FO nethodol ogy for working gas inventory
currently applicable for accounting and ratenmaking
pur poses. SoCal Gas’ revenue requirenment for working gas
inventory will be adjusted to reflect the recovery of
wor king gas fromthe West Mntebello field using the sane
“LI FO' net hodol ogy for working gas inventory used for
pricing the inclusion of this gas in SoCal Gas’ tariffed
gas procurenment rate. The working gas withdrawn fromthe
West Montebello field will not be included in the
cal cul ati on of any sharehol der reward/ penalty under
SoCal Gas’ Gas Cost Incentive Mechanism (“GCIM ), or any

successor nechani sns.

3. Renmoval of Cost of West Montebello Field from
Aut hori zed Margi n and Rates

10



4.4 Tim ng and Anpunt of Cost of West Montebello
Field to be Renoved from Current Rates. The cost of
ownershi p and operation of the West Montebello field is
currently reflected in SoCal Gas’ authorized margin and
rates pursuant to the cost of service adopted in D.97-07-
054 and the PBR annual rate adjustnent mechani sm adopt ed
therein. Sixty (60) days after the effective date of
this Settlenment, SoCal Gas’ authorized base margin will be
reduced by the amount then included in SoCal Gas’
aut hori zed base margin for the cost of ownership and
operation of the West Montebello field. Attached as part
of this Settlenment is Appendi x B, which presents a
cal cul ati on of the cost of ownership and operation of the
West Montebello field in authorized margin. This
cal cul ation shall be conclusively presunmed to accurately
represent this cost and shall not be nodified for
pur poses of this settlenent. Appendix B shows a total
amount of annual authorized margin for West Montebell o of
$14,103,000 in 2001 and of $14,275,000 in 2002. |If sixty
(60) days fromthe effective date of this Settlenment is
in 2001, SoCal Gas’ authorized margin and rates on that
date shall be reduced by $14,103,000 on an annual basis,
prorated for the portion of 2001 remaining on the
sixtieth day. |If sixty (60) days fromthe effective date
of this Settlenment is in 2002, SoCal Gas’ authori zed
margin and rates on that date shall be reduced by
$14, 275, 000, on an annual basis, prorated for the portion
of 2002 remaining on the sixtieth day. This is intended
as a permanent renoval of the cost of ownership and
operation of the West Montebello field from SoCal Gas’
rates, except to the extent the costs nore than sixty

(60) days after the effectiveness of this Settlenment

11



affect the net after-tax gain on sale as described above

in this Settl ement.

4.5 Relationship to Terns of Settlement in I.99-04-
022. The amounts in the preceding Section 3.1 are not
i ntended to include prospective reduction in SoCal Gas’
authorized margin related to return of mneral rights to
previ ous owners as required by Ordering Paragraph 5 of
D. 00-09-034 in 1.99-04-022. Conpliance with Ordering
Par agraph 5 of D.00-09-034 requires reductions in
addition to those described in Section 3.1 above.
Nothing in this Settlenment nodifies Ordering Paragraph 5
of D. 00-09-034.

4.6 Allocation of Reduction in Authorized Margin and
Rat es between Custoner Classes. The reduction in
aut horized margin and rates shall be allocated between
core and noncore custoner classes in the same proportions
that LRMC “scal ar” costs were allocated between core and
noncore custonmer classes by the Conm ssion in SoCal Gas’
| ast BCAP deci sion, D.00-04-060.

4. Additional Provisions

4.4 Effective Date. The terms of this Settl enent
shall be effective as of the effective date of a

Conmi ssi on deci sion approving its terns.

4.5 Duration of the Settlenent. There is no fixed
date for the expiration of this Settlenment. Rather, it
shal | apply for the period of time that is required for

SoCal Gas to withdraw all econom cally-recoverable gas in

12



storage at the West Montebello field, and to conplete
sal vage and sale of its remaining property at the field

t hereafter.

4.3 Reservations. This Settlenent represents a
negoti ated conproni se anong the parties on a number of
i ssues. Consistent with Rule 51.8, Conmm ssion adoption
of this Settlenment does not constitute approval of, or
precedent regarding, any principle or issue in the
proceedi ng or any future proceeding. Consistent with
Rule 51.9, if not approved by the Comm ssion, the terns
of this Settlenment shall not be adm ssible in this or
ot her proceedi ngs unless their adm ssion is agreed to by

all Settlenment Parties.

4.4 Integration. The signatories to this Settlenent
agree to urge the Conm ssion to adopt the
Settlenment in its entirety w thout
modi fication.®™ |f the Comm ssion conditions
its adoption of the Settlenment on any
nodi fi cations, no signatory to the Settl enment
shall be bound to accept any such nodifications,
al t hough such nodifications may be nade with the

consent of all signatories to the Settl enent.

13 TURN and SCGC represent to the other signatories to this Settlement
that they (including the menbers of SCGC) and Agl et Consumer Alliance
have agreed to amend the Post-Interim Settlenent in |.99-07-003 so as to
conformthe Post-InterimSettlenent to this Settlenment, and to so notify
t he Conmi ssi on.
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Agreed to by the undersigned parties on the date
i ndi cated bel ow. A separate faxed page for each
signature is attached.

Dat ed: Novenmber 22, 2000

Sout hern California Gas Conpany

By:

Aden J. Sullivan
At t or ney

O fice of Ratepayer Advocates

By:
Name:
Title:

The Utility Reform Network

By:
Nane:
Title:

Sout hern California Generation Coalition

By:
Nane:
Title:

Sout hern California Edi son Conpany

By:
Nanme:
Title:
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